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Introduction 

The  House  Post  Audit  and  Oversight  Bureau  (the  "Bureau") 
has  conducted  a  preliminary  inquiry  concerning  the  policies 
and  operational  effectiveness  of  district  and  satellite  offices 
for  selected  agencies.   The  House  Committee  on  Post  Audit  and 
Oversight  (the  "Committee")  initially  received  requests  for 
analysis  of  Department  of  Revenue  (DOR)  staffing  patterns 
and  audit  techniques  in  May  of  1989.   Since  then,  several 
representatives  have  expressed  concern  about  DOR  district  office 
policies.   The  initial  scope  of  this  inquiry  concerned  the 
Massachusetts  Highway  Department  (MHD),  Registry  of  Motor 
Vehicles  (RMV) ,  and  the  district  and  satellite  offices  of  the 
DOR  (both  traditional  tax  administration  and  Child  Support 
Enforcement).   In  the  course  of  this  examination,  the  Bureau 
found  significant  evidence  that  some  of  the  new  policy 
initiatives  of  DOR  appear  to  be  counter  productive  and 
detrimental  to  the  long  term  fiscal  well  being  of  the 
Commonwealth.   Several  policies  and  actions  already  taken 
concerning  DOR,  coupled  with  proposed  additional  cuts  could 
effectively  cripple  the  agency  in  subsequent  fiscal  years. 

Historical  Background 

Various  state  agencies  have  had  numerous  office  locations 
around  the  Commonwealth  for  a  number  of  years.   While  there 
have  been  expansions  of  these  facilities  during  healthy  fiscal 


conditions,  there  have  often  been  office  closings  during  lean 
fiscal  periods.   Historically,  RMV  has  opened  and  closed  offices 
on  almost  an  annual  basis.   In  some  cases,  the  Legislature 
has  restored  funding  for  registry  offices  notwithstanding  the 
objections  of  the  Governor.  (See  Exhibit  1  -  Charts  of  D.O.'s) 

Whether  district  or  satellite  offices  should  be  maintained 
or  closed  should  be  analyzed  in  terms  of  long  range  objectives  of 
the  respective  agencies.   If  there  are  sound  policy  reasons  for 
the  establishment  of  the  office,  then  these  must  be  considered 
as  part  of  any  proposed  budget  reduction.    Given  that  the 
Commonwealth  continues  to  have  significant  amounts  of  vacant 
facilities  around  the  state,  it  makes  little  sense  to  sign 
leases,  terminate  them  and  then  renegotiate  them  at  a  later 
point.   Any  perceived  savings  from  the  short  term  closure  of 
these  offices  ignores  the  long  term  implications  on  productivity, 
employee  morale,  and  the  long  terra  space  needs  and  resources 
of  the  Commonwealth.   It  seems  unclear  whether  these  agencies 
work  cooperatively  with  the  Division  of  Capital  Planning  and 
Operations  to  coordinate  office  space  needs  assessments  and  lease 
negotiations. 

The  Bureau's  preliminary  analysis  revealed  that  the  impact 
of  these  office  closings  was  most  dramatic  on  DOR.  The  Bureau, 
therefore,  focused  its  initial  examination  on  DOR  closings. 
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Interestingly,  the  Bureau  found  that,  with  respect  to  the 
Massachusetts  Highway  Department  (MHD),  the  agency  attempted  to 
push  as  much  work  as  possible  on  the  districts.   MHD  believed 
that  it  expedited  results  by  doing  as  much  as  possible  at  the 
district  level. 

The  operation  and  levels  of  RMV  offices  have  been  the 
subject  of  debate  for  many  years.   Several  offices  have  been 
closed  only  to  be  reopened  when  additional  monies  became 
available.    The  Governor  just  recently  announced  more  expansion 
of  small  satelitte  operations  of  RMV. 

DOR  has  also  historically  received  its  share  of  analysis 
with  respect  to  issues  such  as  operations  and  agency  resources. 
The  decision  to  close  DOR's  district  offices  must,  therefore,  be 
evaluated  in  the  historical  context  of  the  agency. 

In  1978,  the  former  Department  of  Corporations  and  Taxation 
was  reorganized,  the  State  Tax  Commission  was  abolished 
and  the  DOR  replaced  the  old  department  of  Corporations 
and  Taxation  (see  Chapter  514  of  the  Acts  of  1978).   This 
reorganization  was  preceded  by  the  Governor's  Management  Task 
Force  which  had  made  21  specific  proposals  designed  to  produce 

several  million  dollars  in  savings  as  well  as  to  improve  the 

1 

operation  of  the  agency. 
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The  failure  to  implement  some  of  these  objectives  as  well  as 
several  investigations  and  claims  of  significant  corruption  led 
to  the  formation  of  the  McDaniel  Commission.   That  commission 
identified  a  number  of  objectives  essential  to  improving 
operations  and  productivity  of  the  DOR. 

Several  of  the  McDaniel  Report  recommendations  centered  on 
increased  enforcement  efforts,  including  the  provision  that 
penalties  for  noncompliance  should  be  vigorously  pursued  by  the 
DOR  and  given  wide  publicity.   Since  the  issuance  of  the  McDaniel 
Report,  additional  financial  resources  and  substantial  new 
personnel  made  a  dramatic  impact  in  not  only  the  way  the  agency 
operated,  but  also  in  the  public  perception  of  the  agency.   Under 
Commissioner  Ira  A.  Jackson,  the  DOR  was  able  to  eliminate  its 
tarnished  reputation  and  replace  it  with  one  of  an  aggressive, 
professional  tax  collection  agency.   The  DOR's  additional  audit 

and  collection  resources  made  significant  contributions  to  the 

2 
state  s  revenue  picture. 

While  some  have  questioned  the  actual  amounts  of  additional 
revenue  brought  in  during  that  period,  there  was  no  question 
that  significant  additional  revenues  were  attributed  to 
increased  compliance  efforts.   The  following  excerpts  are  from  a 
research  article  entitled  "Tax  Perspectives",  reported  in  the 
Massachusetts  Economic  Indicators ,  Volume  II,  Number  10,  October 
1987,  published  by  the  Department  of  Revenue. 
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IMPROVING  VOLUNTARY  COMPLIANCE  WITH  TAX  LAWS": 
THE  MASSACHUSETTS  EXPERIENCE 

"...In  recent  years,  the  Commonwealth  of 
Massachusetts  has  experienced  tremendous  growth  in 
tax  collections.   Total  Department  of  Revenue  (DOR) 
tax  collections  have  climbed  from  $4.9  billion  in 
fiscal  year  1983  to  $8.1  billion  in  fiscal  year  1987, 
an  increase  of  more  than  60%.   While  much  of  this 
growth  can  be  attributed  to  the  state's  economic 
boom  during  this  period,  heightened  enforcement 
activity  and  improved  voluntary  compliance  were 
also  responsible  for  large  revenue  increases.   Since 
January  1983,  the  Massachusetts  DOR  has  conducted 
a  vigorous  and  innovative  campaign  to  strengthen 
compliance  with  the  state's  tax  laws..." 

"...These  efforts  produced  dramatic  results. 
DOR  estimates  that  from  FY' 84  to  FY' 87,  improved 
voluntary  compliance  generated  nearly  $1.7  billion  in 
new  tax  revenues..." 

"...The  Massachusetts  experience  demonstrates  that  a 
state  revenue  department  can  make  a  difference  —   a 
big  difference  --  in  improving  voluntary  compliance 
with  the  tax  laws.   Indeed,  over  the  period  FY* 84 
-  FY' 87  tougher  enforcement  directly  yielded  $1.3 
billion  in  new  revenues  to  the  Commonwealth,  while 
improved  voluntary  compliance  indirectly  yielded 
another  $1.7  billion.   That  is,  for  every  dollar 
return  for  direct  enforcement,  a  state  may  obtain 
an  extra  dollar  and  thirty  cents  through  improved 
voluntary  compliance.   In  essence,  the  lesson  from 
the  Massachusetts  experience  is  simple  enough.   In 
order  to  improve  voluntary  compliance,  a  revenue 
department  needs  two  things  --  support  and 
strategy. . . " 

"...A  revenue  agency  needs  laws  that  treat  tax 
evasion  as  the  serious  crime  that  it  is.   It  also 
needs  resources  --  quite  simply,  it  takes  money  to 
make  money.   The  toughest  laws  in  the  world  are  not 
much  use  without  the  personnel  and  other  resources 
needed  to  enforce  them." 
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These  and  other  statements  formed  the  basis  for  the 
Legislature's  continued  commitment  to  fund  the  DOR  at  an  adequate 
level  to  ensure  compliance  with  the  agency's  statutory  mandate. 
If  these  statements  were  true,  then  they  should  continue  to  be 
relevant  today. 

While  certainly  a  tremendously  booming  economy  contributed 
to  much  of  the  revenue  growth  during  the  1980 's,  there  is  also 
no  question  that  the  substantial  commitment  to  "stepped-up" 
enforcement  identified  and  brought  into  the  system  thousands 
of  individuals  and  corporations  who  had  either  avoided  or 
evaded  their  Massachusetts  tax  liabilities.   These  stepped  up 
enforcement  activities  unquestionably  had  an  impact  on  the  large 
number  of  Massachusetts  taxpayers  both  corporate  and  individual. 

-  As  the  greater  commitment  of  resources  continued  into  the 
late  80' s,  the  amount  of  payback  for  additional  expenditures 
began  to  reach  some  diminishing  returns.   A  dramatic  failing  of 
the  economy  began  to  result  in  less  additional  revenues  being 
collected  notwithstanding  additional  expenditures  on  staff 
at  DOR.   The  question  was  raised  as  to  whether  the  continued 
addition  of  enforcement  personnel  had  reached  a  point  of 
diminishing  returns. 
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Recent  Budget  Actions  at  DOR 

The  administration's  response  to  budget  shortfalls  in  the 
90 '  s  was  to  reduce  DOR  resources.   Many  of  the  actions  of  the 
80' s  that  established  an  imposing  statewide  presence  of  the 
agency  have  been  curtailed.   Recent  administration  proposals 
have  taken  the  exact  opposite  approach  from  the  blueprint  for  the 
1980's.   The  decision  to  close  district  offices  and  centralize 
operations  in  Boston  represents  a  dramatic  reversal  of  the  past 
policies  designed  to  establish  a  statewide  DOR  presence. 

The  result  has  been  that  after  almost  a  decade  of 
unprecedented  growth  and  management  improvements,  the  1990' s  have 
been  a  troubling  and  confusing  period  for  the  DOR.   The  current 
state  of  DOR,  as  most  recently  highlighted  by  the  closing  of  6  of 
its  10  district  offices,  can  be  characterized  as  an  agency  where 
the  administration  has  minimized  the  importance  of  its  statutory 
mission.   It  is  an  agency  where  morale  and  efficiency  are  in 
serious  trouble  given  the  huge  reductions  in  the  work  force  and 
retrenchment . 

While  DOR  employees  have  taken  the  brunt  of  cuts  and  have 
borne  the  impact  of  the  district  office  closings,  the  statutory 
mandate  relating  to  their  performance  remains  unchanged.   Section 
1  of  chapter  14  of  the  Massachusetts  General  Laws  clearly  spells 
out  the  standard  for  each  employee: 
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that  the  duties  and  responsibilities  assigned  to 
such  department  shall  be  carried  out  with  the  highest 
standards  of  professionalism  and  ethical  behavior, 
and  that  its  officials  and  employees  shall  act  with 
integrity,  impartiality  and  equality  without  regard  to 
political  concerns. 

This  standard  of  performance  and  the  enforcement  of  the  DOR ' s 
code  of  conduct  place  heavy  burdens  on  DOR  employees.   Moreover, 
the  substantial  reductions  in  staff  will  undoubtedly  have  a 
severe  impact  on  the  ability  of  remaining  employees  to  produce 
additional  revenue.   By  its  own  figures,  calculated  in  response 
to  The  Executive  Office  for  Administration  and  Finance's  (A&F) 
proposed  reductions,  the  amount  of  revenue  that  would  be  lost 
assuming  a  cutback  of  $25.1  million  dollars  would  be  almost  $146 
million.  (See  Exhibit  2).   Clearly,  a  cut  of  this  magnitude  or 
combined  cuts  of  this  size  over  successive  fiscal  years,  cannot 
be  justified  under  any  objective  theory  given  a  revenue  loss  of 
almost  $146.2  million. 

Notwithstanding  its  own  analysis  that  demonstrates  the 
dramatic  reduction  in  revenue,  the  agency  has  embarked  on 
reductions  that  will  continue  to  send  morale  and  productivity 
downward.   In  addition  to  a  reduction  of  employees  due  to  layoffs 
in  1991,  the  district  office  closings  and  the  impact  of  early 
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retirements  have  substantially  impacted  the  audit  and  compliance 
staff.   At  least  516  people  have  left  the  DOR.  (See  Exhibit  3). 
This  represents  almost  one  quarter  of  the  current  workforce. 
Many  of  these  individuals  were  in  the  audit  and  compliance 
segments  of  the  DOR. 

Moreover,  the  policy  of  the  agency  with  respect  to  budget 
reductions  has  been  to  focus  cuts  on  the  principal  areas  of 
revenue  generation,  namely,  in  audit,  collections,  and  taxpayer 
assistance.   From  the  information  provided  to  the  Bureau  it 
cannot  be  said  that  management  closely  examined  non-personnel 
costs  to  deal  with  budget  shortfalls,  nor  even  attempted  to 
minimize  all  non-personnel  costs  before  reducing  the  workforce. 

Reducing  the  number  of  district  offices  from  10  to  4  will 
have  a  long  term  impact  on  revenue  producing  functions.   Many 
staff  members  in  these  offices  dealt  directly  with  audit, 

4 

compliance  and  taxpayer  service  functions.   It  does  not  appear 
that  a  number  of  marginally  important  costs  were  ever  targeted 
for  reduction  before  layoffs  and  office  closings.   The  number  of 
DOR  vehicles,  consultant  contracts,  non-enforcement  activities, 
publications,  fees  for  services,  and  other  items  should  have 
been  more  closely  examined.   The  DOR  paid  outside  consultants  to 
provide  basic  services  such  as  examining  the  sick  leave  policy 
that  could  have  been  provided  in  house.   The  DOR  has  surplus 
furniture  and  contracts  out  for  some  services  that  could  have 
been  provided  internally.   The  issue  of  what  printing  services 
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need  to  be  contracted  for  is  another  question  that  was  not 
adequately  considered.   The  DOR  also  incurred  substantial 
additional  costs  by  relocation  of  its  record  storage  facility. 
The  records  reviewed  by  the  Bureau  do  not  indicate  that  any 
effort  was  made  to  relocate  this  facility  to  another  surplus 
state  property.   The  lack  of  effort  to  find  a  more  cost  effective 
alternative  is  troubling  especially  when  viewed  in  contrast  to 
the  savings  from  the  District  Office  closings. 

Significantly,  there  does  not  appear  to  be  any  long  term 
plan  of  action  for  the  agency  to  reconcile  budget  cuts  with 
statutory  obligations.   The  statutory  mandate  directs  the 
Commissioner  to  enforce  all  of  the  tax  laws  of  the  Commonwealth. 
In  addition,  that  section  mandates  the  establishment  of  offices 
outside  of  Massachusetts  (i.e.  the  Multistate  satellite  offices) 
"for  the  purpose  of  administering  and  enforcing  the  tax  laws  of 
the  Commonwealth,  including  the  conduct  of  audit  and  compliance 
activities."   This  statutory  language  is  clearly  reflective  of 
the  Legislature's  commitment  to  enforcement. 

The  Legislature  has  long  supported  stepped  up  enforcement 
activities.   As  far  back  as  1978,  the  Legislature  incorporated 
legislation  to  establish  the  Houston  Multistate  office  into  the 
budget.   This  was  a  clear  signal  to  DOR  to  enforce  the  tax  laws 
by  audit  and  compliance  activities,  even  beyond  the  geographical 
borders  of  the  Commonwealth. 
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DOR  has  welcomed  the  additional  resources  committed  to 
enforcement  and  has  repeatedly  chronicled  the  payback  resulting 

from  the  additional  commitment  of  resources.   On  May  11,  1989, 

4 
DOR  touted  its  revenue  initiatives: 

"Thanks  to  the  Governor  and  the  Legislature,  DOR  was  authorized 
to  hire  481  new  employees  to  boost  total  enforcement  collections 
by  $180  million  this  fiscal  year."   As  late  as  May  13,  1991, 
DOR  continued  to  showcase  the  results  from  its  collections:   "On 

average,  each  collector  brings  in  $1.7  million  in  delinquent 

5 
taxes  per  year." 

While  some  may  dispute  the  actual  amount  of  additional 
revenue  brought  in  by  additional  auditors  and  collectors,  there 
is  no  question  that  aggressive  audit  and  compliance  activities 
bring  in  additional  revenue.   The  reverse  may  also  be  true.   In 
periods  of  retrenchment  when  audit  and  enforcement  activities 
are  reduced,  there  may  be  a  "multiplier"  effect.   Businesses 
operating  with  narrow  profit  margins  in  an  economic  downturn  may 
feel  less  compelled  to  accurately  report  tax  information  if  they 
know  compliance  activities  have  been  reduced.   In  transaction 
taxes  particularly,  audit  enforcement  and  audit  presence  is 
critical . 

The  Bureau  conducted  a  review  of  the  decision  to  close  these 
district  offices  and  to  study  staffing  patterns  because  of 
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several  specific  complaints  and  concerns  relating  to  the 
following  areas: 

1.  reduced  state  revenues  and  net  tax  collections  due  to 
depletion  of  DOR  workforce; 

2.  unsubstantiated  savings  derived  from  district  office 
closing's  being  used  as  a  guise  for  further  reductions 
in  personnel ; 

3.  claims  that  employees  have  been  forced  to  quit  because 
of  relocation  to  offices  located  hours  from  their  homes; 

4.  reduced  services  to  taxpayers  in  central,  western 
and  southeastern  Massachusetts  due  to  district  office 
closings; 

* 

•'5.   reduced  compliance  because  of  limited  DOR  audit  presence 
and  lack  of  access  to  taxpayer  assistance  services; 

6.  declining  audit  and  collection  productivity  due  to 
redeployment  of  personnel  because  of  civil  service 
rules,  union  requirements  (i.e.  "bumping"  and 
overcrowding  in  consolidation  offices); 

7.  potential  lawsuits  over  redeployment  activities  and 
capricious  assignments  of  workers  to  offices  located 
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many  miles  from  their  homes;  special  treatment  for 
certain  DOR  employees; 

8.  declining  audit  production  and  enforcement  due 

to  redeployment  of  non-audit  personnel  into  audit 
positions;  and 

9.  DOR  employees  being  required  to  travel  4-6  hours  per  day 
because  of  redeployment. 

A  preliminary  review  of  this  process  fails  to  establish  a 
rationale  for  this  major  reallocation  of  personnel  and  services. 
Top  management  in  DOR  initially  reported  to  the  Bureau  that  the 
following  offices  were  closed:  Hyannis,  Wakefield,  Brockton, 
Pittsfield,  Salem,  Lowell,  Greenfield.   The  Bureau  has  since 
learned  that  Pittsfield  has  remained  open.   Some  of  these  office 
leases  were  assumed  by  the  Child  Support  Enforcement  Division. 
Given  that  another  appropriation  in  DOR  picked  up  these  leases 
one  cannot  assume  that  these  transfers  resulted  in  100%  net 
savings  to  the  Commonwealth. 

The  proposed  savings  from  these  DOR  closings  seem  marginal, 
especially  when  viewed  in  the  context  of  the  massive  dislocation 
of  employees,  with  somewhere  between  300-600  transactions 
affecting  employees  who  are,  being  reassigned,  bumped,  or 
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threatened  with  bumping.   To  completely  redeploy  employees, 
placing  some  of  them  in  new  positions  with  limited  retraining 
at  a  time  when  the  agency  has  recently  lost  516  employees,  is 
already  having  devastating  effects  on  morale  and  productivity. 
Moreover,  such  a  dramatic  shift  of  functions  and  expertise  is 
bound  to  have  major  short  term  implications  on  revenue.   With 
additional  proposed  agency  reductions  on  the  horizon  (as 
proposed  by  A&F)  additional  personnel  shake-ups  and  layoffs  may 
occur.   (These  in  fact  may  render  moot  many  of  the  prior  actions 
taken  such  as  bumping  and  reassignment).   Temporary  reassignment 
of  redeployed  personnel  to  taxpayer  assistance  is  creating 
further  disruption  with  these  employee's  functions.   There 
are  substantial  numbers  of  DOR  employees  who  are  working  in 
positions  that  they  were  not  trained  for  and  in  many  cases  do 
not  want  to  occupy. 

This  pattern  of  operation  and  management  undermines  the 
professionalism  and  career  potential  within  the  agency.   As 
on-the-job  training  and  experience  are  major  factors  in  audit 
and  compliance  positions,  these  areas  will  continue  to  bear 
the  brunt  of  this  fiscal  attack  on  the  DOR.   The  adverse 
implications  of  these  cutbacks  and  reallocation  of  resources 
for  the  state's  revenue  stream  are  substantial.   Reduced  morale, 
declining  productivity,  and  increased  potential  for  individuals 
to  circumvent  state  tax  laws  are  the  logical  by-products  of 
these  actions. 
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Specific  Preliminary  Findings 

With  respect  to  the  district  office  closings,  the  Bureau 
notes  the  following  preliminary  findings: 

1.  The  closing  of  most  of  the  district  offices  is  bound  to 
have  a  negative  impact  on  compliance  in  the  short  term. 
Taxpayers  who  have  technical  questions  or  who  seek  to 
register  for  sales,  meals  and  withholding  taxes  in  outlying 
areas  will  undoubtedly  experience  difficulty  in  having  all 
of  their  questions  answered. 

2.  Data  received  from  DOR  indicates  that  more  than  90,000 
telephone  inquiries  formerly  handled  by  district  offices 
will  now  have  to  be  dealt  with  in  some  other  fashion. 
Furthermore,  53%  of  the  counter  contact  with  taxpayers  will 
be  eliminated,  at  least  initially,  by  the  closure  of  these 
offices.   According  to  the  DOR,  the  return  preparation 
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service  has  been  eliminated.   Taxpayers  will  have  to  rely  on 
a  toll  free  number  which  could  involve  substantial  waiting. 
The  replacement  of  this  face  to  face  assistance  with  a 
telephone  service  is  bound  to  be  less  effective  given  the 
nature  of  the  questions  and  the  complexity  of  the  tax  forms. 
The  DOR's  claim  that  IRS  recently  eliminated  a  similar 
service  is  not  analogous.   The  IRS  has  numerous  publications 
that  target  many  of  the  specific  questions  frequently  asked 
by  taxpayers. 
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3.  Given  that  CSE  is  now  assuming  or  taking  over  some  of  the 
leases  of  the  district  offices,  it  is  not  clear  what  the  net 
actual  savings  will  be.   DOR  did  not  indicate  whether  Child 
Support's  assumption  of  these  leases  will  result  in  some  or 
all  of  the  lease  costs  being  eligible  for  reimbursement  by 
the  federal  government. 

4.  Data  provided  by  DOR  indicates  the  original  estimated 
potential  savings  from  the  district  office  closings 
was  $1,536,321  for  FY'92.   Of  this  amount,  $222,109  was 
projected  from  reduced  telephone  expenditures,  as  well  as 
other  savings  for  utilities,  postage,  fax,  and  other  items. 
The  information  provided  does  not  indicate  if  this  is  a 
gross  or  net  figure  (Does  does  this  assume  that  relocated 
DOR  employees  will  not  incur  telephone  charges?   Does  this 
figure  reflect  the  fact  that  calls  that  were  previously 
local  will  now  be  long  distance?)   DOR  provided  information 
that  53  employees  have  been  reassigned  to  new  locations  over 
30  miles  from  their  prior  locations.   Has  this  change  been 
factored  into  DOR's  planning  and  estimated  savings? 

5.  The  explanation  received  from  DOR  about  increased  telephone 
coverage  from  Boston  does  not  appear  to  address  all  of  the 
issues  related  to  calls  previously  received  from  district 
offices,  nor  does  it  reflect  additional  long  distance  calls 
necessitated  by  lack  of  counter  service  in  outlying  areas. 
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6.  DOR  provided  limited  rationale  for  relocation  of  collection 
personnel  to  the  Cambridge  office.   It  is  not  clear  how 
these  numbers  were  generated.   It  is  not  at  all  clear  why 
collectors  located  outside  of  Boston  have  lower  aggregate 
accounts  per  collector.   No  rationale  was  provided  for  the 
relocation  of  auditors  stationed  in  district  offices  to 
Boston  and  Cambridge.   This  relocation  seems  bound  to  affect 
productivity  as  well  as  reduce  the  total  number  of  audits 
performed  in  a  given  period.   Will  additional  expenses  be 
incurred  for  auditors  traveling  to  meet  field  appointments? 
The  Bureau  does  not  know  if  these  items  were  ever  fully 
evaluated,  or  if  the  impacts  were  ever  quantified  in  terms 
of  lost  revenues  or  reduced  number  of  audits. 

7.  The  Bureau  is  puzzled  by  the  change  in  commitment  of 
resources.   It  appears  that  resources  previously  committed 
to  tax  administration  are  being  reduced,  while  at  the  same 
time  CSE  is  receiving  additional  resources.   The  Bureau 
has  not  found  evidence  that  the  complete  rationale  for  this 
substantial  change  of  commitment  has  ever  been  articulated 
to  the  Legislature.   Simply  because  Child  Support  may 

be  eligible  for  federal  reimbursement  does  not  justify 
decimating  tax  administration  where  the  payback  to  the 
Commonwealth  is  much  higher  for  each  dollar  invested. 
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8.   The  information  received  from  DOR  indicates  each  member 
of  New  England  Audit  Bureau  generates  audit  assessments 
which  average  $330,000  per  year.   Given  this  amount,  it 
remains  highly  questionable  why  audit  resources  are  being 
drastically  cut  while  other  areas  are  being  treated  more 
favorably.   The  average  delinquent  Child  Support  case  is  in 
the  range  of  $5,000  -  with  only  a  small  number  of  cases  in 
excess  of  $10,000.   If  tax  administration  is  being  cut  to 
fund  this  reallocation  of  resources  to  focus  on  220,000 
child  support  cases,  the  results  appear  totally  unjustified. 
The  Bureau  has  seen  no  rationale  which  supports  a  trade-off 
between  these  two  important  areas.   From  the  information 
provided,  audit  assessments  have  dropped  $39  million  in  the 
last  2  fiscal  years  and,  there  has  been  a  resultant  $21.4 
million  drop  in  collections  attributable  to  audits  for  the 
same  period.   (Many  taxpayers  pay  at  the  conclusion  of  the 
audit  thus  creating  the  difference  between  audit  assessments 
and  collections).   (See  Exhibit  4). 

9.    Since  FY' 91,  DOR  has  had  64  retirements,  73  voluntary 

layoffs,  188  early  retirements,  and  191  involuntary  layoffs. 
In  all  at  least  516  people  have  left  the  agency  -  almost  one 
quarter  of  the  agency. 


-  18  - 


10.  The  DOR  has  lost  at  least  fifty  auditors  from  FY' 91  to 
FY' 92.   Information  provided  does  not  delineate  if  this 
includes  just  field  auditors  or  all  auditors.  (DOR  has 

a  number  of  auditors  who  do  desk  examinations  of  returns 
fulltime.)   The  figures  provided  indicate  significant 
decreases  in  the  total  number  of  audit  cases  during  this 
administration . 

11.  The  information  provided  does  not  indicate  how  many  actual 
audits  were  started  and  completed  during  the  fiscal  years  in 
question,  nor  has  the  Bureau  been  provided  with  information 
on  productivity  of  auditors  and  what  the  case  statistics  on 
audits  actually  represent  i.e.  number  of  taxpayers  audited, 
periods  audited  i.e.  number  of  tax  years  included  in  the 
audit,  and  average  revenue  per  audit. 

12.  It  does  not  appear  that  other  locations  in  state  owned 

t   facilities  were  considered  as  alternatives  to  the  district 
office  closings.   The  decision  to  incur  rental  charges  for 
a  new  records  storage  facility  where  no  rent  was   previously 
paid  appears  ill  advised.   Given  the  large  amount  of 
unoccupied  state  property,  the  rationale  for  these 
substantial  changes  needs  articulation. 

13.  Closing  of  district  offices  in  Brockton,  Fitchburg, 
Greenfield,  Hyannis,  Lowell  and  Wakefield  has  completely 
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eliminated  all  how  return  preparation  services  in  these 
areas.   It  is  not  clear  at  all  how  effective  temporary 
reassignment  of  people  to  IRS  offices  in  Brockton, 
Lawrence,  Fitchburg  and  Greenfield  will  be. 

Lack  of  the  over  the  counter  return  preparation  impacts 
elderly  and  low  income  taxpayers  most  dramatically.   Failure 
to  provide  these  services  causes  these  taxpayers  to  incur 
significant  preparation  costs.   Preparation  of  Form  ABC 
by  tax  preparation  services  can  range  from  $13.00  Form  ABC 
to  charges  in  excess  of  $100.00  for  more  complex  returns. 

Calls  placed  to  the  toll  free  numbers  provided  by  DOR 
resulted  in  some  callers  waiting  periods  in  excess  eleven 
minutes  before  hanging  up.   Some  calls  were  not  answered. 
Jn  some  cases  the  lines  had  busy  signals.   This  is 

/ 
/ 

/  particularly  troubling  given  that  these  calls  were  not  made 
during  peak  filing  season. 

In  some  cases  redeployed  auditors  or  collectors  were  not 
involved  in  either  audit,  or  collection  for  periods  of 
several  months.   A  substantial  number  of  employees  received 
minimum  levels  of  retraining  only  to  be  reassigned  to  a 
completely  new  area  because  of  bumping  or  increased  demands 
for  taxpayer  assistance. 
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17.  Efforts  to  privatize  collection  functions  are  costing  the 
Commonwealth  substantial  sums  of  money.   Layoffs  and 
redeployment  have  significantly  affected  the  collections 
areas.   The  reduction  in  DOR  efforts  in  this  area  has  not 
been  offset  by  privatization  efforts.   Accounts  that  were 
previously  collected  by  DOR  are  now  being  collected  by 
private  collectors  for  a  fee  in  the  range  of  22%.   There 
has  been  no  data  produced  from  DOR  that  supports  expanded 
private  collection  for  accounts  that  have  not  been  worked  by 
DOR. 

18.  DOR  has  experienced  a  substantial  increase  in  grievances  as 
a  result  of  these  actions.   The  DOR  submitted  information 
which  indicated  that  36  grievances  had  been  filed  which  were 
directly  attributed  to  the  district  office  closings.   This 
information  did  not  include  those  grievances  which  would  be 
/directly  attributable  to  the  district  office  closings,  but 
would  be  labeled  as  "working  out  of  class",  "working  out  of 
title"  or  some  other  category.   The  effect  of  this  increase 
is  bound  to  negatively  impact  what  is  already  a  substantial 
morale  problem.   Resolution  of  these  grievances  will 

take  additional  resources  away  from  other  more  productive 
activities. 

19.  Lack  of  return  preparation  will  only  shift  problems 
downstream  and  may  be  more  costly  to  deal  with  at  later 
steps  in  the  process. 
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Conclusion 

These  and  other  issues  relating  to  the  district  offices  have 
raised  serious  concerns  about  the  wisdom  of  budget  reductions 
at  DOR  as  well  as  the  policy  decisions  to  focus  on  reductions  of 
personnel  especially  in  audit,  compliance  and  taxpayer  service. 
The  DOR's  explanation  for  many  of  these  changes  does  not  address 
the  severe  long  term  implications  of  these  decisions  and  ignores 
the  severe  fiscal  repercussions  of  these  actions.   The  dramatic 
reduction  in  the  number  of  audits  in  the  past  two  fiscal  years 
will  only  continue  given  these  actions.   The  negative  impact  on 
revenues  by  the  Department's  own  numbers  is  substantial. 

The  Bureau  strongly  recommends  that  public  hearings  be  held 
to  fully  address  all  of  the  concerns  that  have  been  identified. 
The  Bureau  also  recommends  that  detailed  explanations  of  all 
of  the  policy  initiatives  be  articulated  to  the  Ways  and  Means 
Committees  so  that  they  can  be  addressed  in  the  upcoming  budget 
deliberations.   The  recent  actions  undoubtedly  will  have  an 
impact  on  state  revenues  and  are  therefore  critical  to  the  state 
budget  picture. 


-  22  - 


Footnotes  without  references  

1 

*The  Governor's  Management  Task  Force  -  May,  1976. 

2  (Page  10  of  the  McDaniel  Report). 

3  "Indeed  there  is  considerable  anecdotal  evidence  which 
supports  DOR's  estimated  revenue  loss  from  noncompliance  and 
which  suggests  that  too  many  Massachusetts  citizens  regard 
payment  of  taxes  not  as  a  public  obligation,  but  as  a  matter  for 
private  choice.   A  self -assessment  system  simply  cannot  survive 
in  an  atmosphere  where  payment  of  taxes  is  viewed  as  an  action 
which  one  can  ignore  with  impunity." 

4  (DOR  Press  Release  -  May  11,  1989). 

5  (1991  DOR  Press  Release  on  $108  million  referral  to  private 
collection  agencies). 
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EXHIBIT  2 


Each  of  the  three  budget  options  provided  by  A&F  is  lower 
than  DOR' s  FY93  maintenance  budget  and  would  result  in  a  loss 
in  productivity  and  a  net  loss  in  revenue  to  the 
Commonwealth.   The  chart  below  summarizes  the  impact  of  the 
three  budget  targets: 


Difference 
From  True 
Maintenance 
Budoet 

Lost 
Revenue 
millions  

Met  Impact 
on  State 
Balance 
Sheet 

) 

#  of 

Layoffs 

Required 

(FTE'S) 

%  Decline 
from  Peak 

Staffino 

( $ 

Target  A 
($82.9) 

$25.1 

$146.2 

$121.1 

567 

39% 

Target  B 
($93.9) 

$14.1 

$  75.1 

$  61.0 

283 

27% 

Target  C 
($104.3) 

$  3.6 

$  16.6 

$  13.0 

68 

17% 

EXHIBIT  3 


REVENUE  STUDY 

1.  Total  number  of  employees  laid  off,  as  well  as  the  total 
number  of      employees  who  took  voluntary  retirements,  early 
retirements  for  FY   '91,  FY  '92  and  YTD. 

Fiscal  Year  1991 

Retirements  -  29  Early  Retirements  -  N/A 

Voluntary  Layoffs  -  20  Involuntary  Layoffs  -  103 

Fiscal  Year  1992 

Retirements  -  32  Early  Retirements  -  N/A 

Voluntary  Layoffs  -  41  Involuntary  Layoffs  -  88 

FY  '93  Year  to  Date 

Retirements  -  3  Early  Retirements  -  188 

Voluntary  Layoffs  -  12  Involuntary  Layoffs  -  0 

2.  The  total  number  of  existing  collectors  and  total  number  of 
collectors  who  have  left  DOR  since  June  30,  1991. 

Existing  Collectors  as  of  12/31/92:   144 
Collectors  who  have  left  since  June  30,  1991:   25 

3.  The  total  number  of  existing  auditors,  and  the  total  number 
of  auditors  who  have  left  DOR  since  June  30,  1991. 

*  Existing  Auditors  as  of  12/31/92:   404 
/  Auditors  who  have  left  since  June  30,  1991:   58 

4.  Total  number  of  people  who  have  been  relocated  and  have  to 
travel  to  work  more  than  30  miles. 

53  employees 

5.  Total  number  of  all  DOR  employees  who  have  been  affected  by 
bumping  or  who  are  in  positions  that  are  different  from  what 
they  were  in  on  June  30,  1992.   Please  include  name,  old 
position,  new  position,  salary  decrease,  new  locations,  etc. 

*  See  attachment 

8.        Total   DOR  cost   savings   for   lay  offs   and  voluntary 
retirements,    and   retirements   to   date. 

*  See  attachment 

All  figures  are  based  on  employee  count  rather  than  FTE's. 
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EXHIBIT  4 


FY90 


FY91 


FY92 


ESSMENTS 


$271,671,229  $266,288,772  $232,743,000 


LECTIONS* 


$149,419,176  $146,458,825  $128,008,650 
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ssumes    55%   of   assessments   result   in   collections 
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